Different strategies were employed to estimate hospital and non-hospital costs. For hospital costs a twopart model was employed. The equation in the first part estimates the probability of being hospitalized in any given year and in the second part the total annual hospital costs are estimated for those that incur costs. Here we illustrate how the regression equations can be used to estimate hospital costs using a linear fixed-effects model. Similar calculations can be used to derive costs using the GEE model.
report the two-part model that is used to estimate hospital costs. A full listing of all cost equations can be obtained from: www.health.usyd.edu.au/heconomics/.
The fixed effects model used to represent hospital costs for patients that were admitted at least once during the years is: 
where it C are the total annual hospital costs for i patient in year t of the study; To illustrate how these equations can be applied to estimate costs. Consider a male who is 60 years old and has previously had a stroke. The annual probability of attending hospital can be calculated using the coefficients reported in the second column of Table A1 . The formula for calculating the probability of attending a hospital is: 
Substituting the relevant coefficients into (2):
The equation in part 2 of table A1 can to estimate event and state costs for each type of complication this needs to be combined with an estimate of the average fixed effects i μ for the age group, sex and complication status. For example, for a man aged 60 years the average fixed effects in the year a stroke occurs are -$57 and $705 in subsequent years. The cost of stroke can then be calculated by adding these fixed effects to the coefficients reported in table A1. For example, the incremental cost of stroke is $7,234 which need to be added to the constant of $5,855. Using this approach the event costs for a stroke are:
and the conditional costs in subsequent years can be calculated in a simular fashion as $9357. Hence the state costs are
Estimation of the non-hospital costs was undertaken using a similar methodology. As almost all people with diabetes had at least one contact with a GP or specialist within a one year period, the probability of incurring these non-hospital costs was assumed equal to one for all patients and so fixed-effects and GEE regression methods were also used to estimate average annual non-hospital costs based on patient characteristics and their history of complications. The hospital and non-hospital cost equations were used to predict overall annual health care event are also reported. The analysis was undertaken in STATA 9.0.
A1: Regression equations to derive annual probability of incurring hospital costs, and costs of hospital care conditional on incurring a cost 
